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Numerous livestock-meat industry changes in re-
cent years have had major implications for livestock
producers.  Examples include declining demand for red
meats, increasing buyer concentration, a larger per-
centage of livestock marketed directly to buyers rather
than through public markets, and more vertical integra-
tion via ownership or contracts.  Such changes raise
questions concerning market access, competitiveness
of markets, and price discovery.

Typically, smaller livestock producers are in an
unenviable position relative to buyers who are often
larger than sellers.  Many livestock producers, when
expressing concerns about marketing and price discov-
ery, often suggest some type of group marketing or
cooperative alternative as a possible solution.  Live-
stock producers have long recognized that group mar-
keting programs enable them to do collectively what
they cannot do individually.  Producers act together to
offset the inherent disadvantages found sometimes
from acting alone.

This Extension Facts discusses factors livestock
producers should consider when exploring group mar-
keting alternatives.  The overall intent is to provide
livestock producers information which may help im-
prove their marketing situation.  The reference to “coop-
eratives” in this Extension Facts is for convenience.
Many group marketing efforts are legally organized as
marketing cooperatives.  However, while group market-
ing programs are cooperative efforts, they need not be
legally organized as a cooperative corporation.

Livestock Producers’ Decision Process
Livestock producers must systematically approach

the decision of whether or not to market cooperatively.
Essentially, livestock producers should follow the prob-
lem-solving approach.  While different authors may
present the problem-solving process differently, most
would agree on the following: (1) identify the problem;
(2) determine alternatives; (3) analyze pros and cons of
each alternative; (4) make a decision; and (5) imple-
ment the decision.
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The suggested steps proposed here in deciding
whether or not to organize a livestock cooperative
modify the problem-solving process slightly.  The steps
may be undertaken by an individual assuming leader-
ship in this venture or by a core group of livestock
producers providing leadership.  The decision-making
steps are as follows:

(1) Understand the production and marketing
environment in which you operate .

Marketing means being customer-oriented.  Live-
stock producers need to understand the needs and
wants of buyers.  Therefore, sellers need a perspective
of the marketplace in which they raise and market
various species and classes of livestock.  Sellers also
need to identify the existing firms against which a
cooperative marketing program would compete.

(2) Identify the problems that need to be ad-
dressed .

There may be one central problem or several prob-
lems.  In either case, they must be clearly identified.

(3) Identify which problems alternative types of
marketing cooperatives can realistically reduce or
eliminate .

Many livestock producers can identify problems,
and it is easy to simply say that cooperative marketing
is the answer to those problems.  However, it is much
more difficult to identify specifically which problems can
be addressed by which type of marketing cooperative.
Which type of cooperative has a realistic chance of
reducing or eliminating the problem or problems?  Why
invest time and money organizing and implementing a
cooperative marketing effort which has a low probability
of effectively addressing the primary problems you
need resolved?  Steps 2 and 3 are critical to the success
of a group marketing venture.  Consequently, subse-
quent sections of this report provide additional informa-
tion regarding these steps.

(4) State clearly the objectives of the coopera-
tive .

Previous efforts to organize livestock marketing
cooperatives clearly indicate the importance of this
step.  Potential members must agree on the objectives
at the outset or the probability of organizing a successful
cooperative is reduced significantly from the beginning.
Objectives should be tied to the most pressing prob-
lems or most clearly identified opportunities.
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(5) Select the type of cooperative which can
meet the objectives and realistically address the
perceived marketing problems .

Conceivably, more than one type of cooperative will
be considered at this point.  Preferably, however, the
range of possible alternatives will be narrowed to no
more than two.

(6) Analyze pros and cons of each alternative
type of cooperative.

Pros and cons may only need to be identified for
one or perhaps two cooperative alternatives.

(7) Determine the potential interest among pro-
spective members.

How many livestock producers are probable mem-
bers initially?  How much business volume do they
represent?  How much growth potential is there, both in
terms of members and business volume?  Do prospec-
tive members have common goals and expectations for
the cooperative marketing venture?

(8) Develop a ballpark estimate of investment
and operating capital requirements .

Without doing a detailed feasibility study or devel-
oping a detailed business marketing plan, does the
expressed interest of prospective members (number of
members and business volume) match closely the
rough estimate of capital and volume needs?  Is there
enough interest to continue analyzing the feasibility of
a cooperative?  Can prospective members muster the
capital requirements, given their collective equity capi-
tal potential and borrowing capacity?  Do they have the
needed volume to be cost competitive with existing
firms and to meet customers’ needs?

(9) Conduct a detailed feasibility study and
business plan.

Ideally, only one type of cooperative will be consid-
ered at this time.  Private, community, university, and
government resources can be tapped to assist in devel-
oping a detailed business development plan.

(10) Implement the plan if prospects for suc-
cess continue to be favorable .

If the plan proves infeasible, producers may wish to
consider a second choice, perhaps from step 5.

Perceived Marketing Problems
Livestock producers considering a marketing coop-

erative as a means of resolving marketing problems
must identify specifically their marketing concerns or
problems.  While referred to here as problems and
probably perceived initially by producers as problems,
they may be viewed appropriately as opportunities
rather than problems.  Cooperative marketing is a
means of reducing or resolving some marketing prob-
lems, but not others.  Several concerns or complaints
can often be heard by listening to livestock producers,
including:

1. Low or inadequate profits from livestock pro-
duction;
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2. Low or volatile livestock and meat prices;
3. Declining meat demand by consumers;
4. Excessive livestock and meat imports;
5. High costs of livestock production;
6. Inadequate buyer competition for livestock;
7. Ineffective grading system;
8. Failure of price signals to reach producers from

buyers and consumers;
9. Thinly reported market prices;
10. Futures markets adversely affecting cash prices;
11. Inadequate regulation of large packers;
12. Forward contracting and packer integration;

and
13. Inaccurate livestock inventory reports.
Some of those concerns must be resolved primarily

by individual livestock producers, some by industry-
wide efforts of livestock and meat trade associations,
and some by government policies.  The remainder can
potentially be addressed by producer-controlled coop-
erative marketing programs.

Three Potential Group Marketing
Alternatives

Three broad types of group marketing programs
are described in this publication: livestock pooling,
electronic marketing, and vertical integration.  Then
each is evaluated in terms of which types of problems
or concerns can be addressed by that type of coopera-
tive marketing program.

Livestock Pooling

There are several examples of livestock producers
organizing marketing programs centered around pool-
ing their livestock for market.  Generally, a group of
producers pool livestock in order to transport livestock
to market in truckload sale lots.  Often, smaller produc-
ers do not have the necessary volume of livestock to
market a truckload lot alone.  And many times, produc-
ers are located a relatively long distance from one or
more major buyers.

Typically, someone is hired to manage or coordi-
nate the pooling program.  Often initially, one of the
participating producers is willing to coordinate the pool-
ing program on a part-time basis.  The coordinator must
contact buyers to determine their needs and contact
producer participants to determine their marketing pref-
erences.  Buyers may have preferences for various
weights and grades of livestock, day of the week live-
stock should be delivered, health guarantees, etc.  Sellers
may prefer to ship livestock on certain days of the week.
The coordinator then matches supplies of livestock with
buyer needs.  The coordinator may be responsible for
soliciting price bids from buyers, negotiating prices with
buyers, and selecting the best price.

Livestock may be commingled for shipment with all
livestock on a single truckload receiving the same price.



Alternatively, livestock may be compartmentalized on
trucks by owners and, potentially, each owner could
receive a separate price for his/her livestock.  The buyer
may make a single check payable to the marketing
organization with the organization paying individual
livestock producers.  Alternatively, the buyer may write
a separate check to each livestock owner.  In either
case, the marketing organization charges a fee for
services providing to its participating producers.

Electronic Marketing

Several electronic marketing systems have been
developed for livestock and meat (See Extension Circu-
lar 833).  Some were implemented successfully and
have operated for many years, such as feeder pig
telephone auctions and computer auctions for slaugh-
ter lambs.  Others were designed, pilot tested, and
perhaps operated for some time before failing, such as
a computer-assisted trading system for wholesale meat.
Several electronic markets have operated in
Oklahoma(see Extension Facts Sheet No. 475).  Here,
electronic livestock marketing systems are categorized
into two types, based on electronic marketing systems
operating in the late 1980s: (1) electronic (telephone or
computer) auctions, and (2) satellite video auctions.

Electronic auctions use either telephones or com-
puters.  With telephone auctions, buyers are connected
with a seller representative by a conference telephone
call.  Livestock for sale are described over the telephone
(including number of head, sex, estimated weight, grade,
and location of the livestock).  All pertinent terms of
trade, such as weighing conditions, shrink, freight costs,
etc., are given to buyers by the sponsoring organiza-
tion.  Then livestock are auctioned over the conference
telephone call.  Buyers bid by an identification number
in order to preserve buyer anonymity in the bidding
process.  After the telephone auction is completed,
livestock are delivered to the successful buyer accord-
ing to the sale agreement and sellers are paid by the
buyer.

Generally, telephone auctions have given way to
computer auctions, though in some instances, tele-
phone auctions may still be the most viable marketing
alternative.  Computer auctions operate similarly to
telephone auctions — only computers receive, store,
process, and send information about the livestock being
offered for sale.  Potential buyers have access to the
description of livestock being offered for sale via com-
puter terminal.  Computers are programmed to conduct
an auction among buyers, and can also be programmed
to sell livestock by other pricing methods, such as bid-
offer or private treaty (also called private negotiation).

Satellite video auctions are auction sales where
buyers view video tapes of livestock being offered for
sale, rather than seeing the livestock live or having only
a written or verbal description of the livestock.  In
satellite video auctions, a cameraman visits each farm
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or ranch to videotape the livestock being offered for
sale.  Videotapes are edited to adequately show the
livestock to buyers.  On sale day, buyers may sit in their
homes or offices to view on television the videotapes of
the lots being offered.  Buyers may also assemble at
predetermined sites (often motel conference rooms) to
view the livestock on large-screen televisions.  Buyers
receive the auction via a satellite dish.  Verbal descrip-
tions of the livestock are included on each videotape,
and the seller often explains on the videotape how the
livestock will be delivered and other pertinent terms of
trade.  The auctioneer then initiates the auction and
sells the livestock to the highest bidder.  Buyers simply
telephone a number shown on the television screen and
bid while on the telephone.  At an agreed-upon time
after the sale, livestock are shipped directly from each
seller’s farm or ranch to the buyer.

Vertical Integration

Vertical integration can take several forms.  Ex-
amples include: (1) cattle raisers who cooperatively
feed cattle; (2) feeder pig producers who cooperatively
finish hogs; and (3) livestock producers who coopera-
tively slaughter and process livestock.  Vertical integra-
tion allows livestock producers to maintain control of
their livestock and resulting products further in the
marketing channel.  Vertical integration enables live-
stock producers to potentially profit from more than one
stage in the production, marketing, and processing
channel.

Because vertical integration is more diverse than
livestock pooling or electronic marketing, describing
cooperative integration efforts is more difficult.  Vertical
integration may be achieved by contracting with the
next production, marketing, or processing stage, or may
be accomplished by outright ownership of facilities at
the next production, marketing, or processing stage.
Typically, a producer-controlled organization hires a
manager and staff to perform whatever functions are
required.  For example, in a cooperative cattle feeding
venture, a manager may contact custom feedlots with
whom participating cattlemen might feed cattle, and
negotiate custom feeding terms and conditions on
behalf of participating cattlemen.  The manager could
coordinate shipping cattle to the feedlot, monitor the
progress of cattle while they remain on feed, and
coordinate marketing and pricing the fed cattle with the
feedlot manager.

Matching Concerns and Marketing
Alternatives

A key question livestock producers must answer is,
“Which concerns or perceived problems can be ad-
dressed realistically by which marketing cooperatives?”
Each of the three alternatives described in the previous
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section can address selected concerns from the list
presented earlier.

Livestock Pooling

Livestock pooling may enable a group of produc-
ers, especially smaller producers, to increase their
ability to negotiate better prices and terms of trade with
buyers.  Pooling livestock from smaller producers into
truckload lots and timing deliveries to fit buyers’ needs
will increase marketing efficiency and may increase
sale prices for livestock sold.  In the case of slaughter
livestock, a pooling organization might negotiate with
packers to return kill sheets on livestock marketed in
order to improve the quality of slaughter livestock
marketed.  In particular, producers might better time
marketings in order to prevent producing excess fat.

Therefore, livestock pooling could potentially ad-
dress the following concerns from the previous list, at
least to some degree:

1.  Low or inadequate profits from livestock
production.   To the extent that producers could bar-
gain for higher livestock prices and market livestock
better matching buyers’ needs;

2.  Low or volatile livestock prices.   To the extent
that producers receive higher prices for pooled live-
stock due to improvements in marketing efficiency and
being customer-(buyer)-oriented;

6.  Inadequate buyer competition for livestock.
To the extent that producers contact several potential
buyers and provide each the opportunity to purchase
pooled livestock; and

8.  Failure of price signals to reach producers
from buyers.   To the extent that receiving feedback
information from buyers on livestock sold can guide
future breeding and feeding programs.

Electronic Marketing

An electronic market for livestock may increase
buyer competition by ensuring that a large number of
available buyers have an opportunity to purchase live-
stock marketed.  An electronic market can provide
instant and accurate market information concerning
livestock sold, which can supplement information that is
publicly reported.  Electronic markets often provide
additional information on livestock sold which may be
useful in interpreting prices.  For example, additional
characteristics are often used to describe livestock
besides the standard sex, weight, and grade informa-
tion.  Then statistical procedures can be used to ana-
lyze prices and determine buyer preferences for se-
lected cattle characteristics.  University and industry
analysts can often assist with such analyses.  Market-
ing truckload-size lots of livestock through an electronic
market increases marketing efficiency, just as it does in
livestock pooling.  Livestock producers, especially
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smaller producers, may receive higher prices as the
cooperative enables buyers to reduce their procure-
ment costs.

Therefore, an electronic market could potentially
address the following concerns at least to some degree:

1.  Low or inadequate profits from livestock
production .  To the extent that increased buyer compe-
tition and marketing efficiency gains result in higher
prices;

2.  Low or volatile livestock prices.   To the extent
that livestock producers receive higher prices for live-
stock marketed;

6.  Inadequate buyer competition for livestock .
To the extent that each potential buyer is given an
opportunity to purchase livestock via the electronic
market;

8.  Failure of price signals to reach livestock
producers from buyers .  To the extent that more
detailed descriptions of livestock sold and subsequent
analysis may reveal buyer preferences for selected
livestock characteristics; and

9.  Thinly reported livestock markets .  To the
extent that market information from electronic markets
is accurate, timely, and more detailed than market
information from most public and private price reporting
services.

Vertical Integration

Vertical integration could potentially address se-
lected concerns, but identifying which concerns is more
difficult without knowing how such a cooperative would
be organized and its specific objectives.  Given that
difficulty, concerns will be identified for simply vertically
integrating into the next production, marketing, or pro-
cessing stage.  The primary purpose is to hold livestock
one stage further in the marketing channel.

Thus, vertical integration could address the follow-
ing concerns:

1.  Low or inadequate profits from livestock
production.   To the extent that retaining ownership of
livestock further in the marketing channel results in
potentially higher profits;

5.  High costs of livestock production.   To the
extent that pooling livestock through one or more sub-
sequent production, marketing, or processing stages
results in efficiencies which reduce total production
costs;

8.  Failure of price signals to reach livestock
producers from buyers .  To the extent that carrying
livestock through another production, marketing, or
processing stage eliminates a pricing point where mar-
ket price signals can become distorted, and by generat-
ing specific feedback information from the retained
ownership stage for livestock producers.



Table 1.  Livestock Producer Concerns Addressed by
Alternative Types of Livestock Marketing Cooperatives.

                                              Cooperative Type

Producer Livestock Electronic Vertical
Concerns Pooling Marketing Integration

1. Low profits X X X
2. Low prices X X
3. Declining demand
4. Meat imports
5. High costs

of production X
6. Buyer competition X X
7. Quality grades
8. Price signals X X X
9. Price reporting X

10. Futures markets
11. Government

regulation
12. Contracting and

packer feeding
13. Inventory reports

Summary
Group marketing can only address selected live-

stock producer concerns, and then to varying degrees.
Of those concerns which cooperative marketing can
address, concerns or problems may be reduced but will
not likely be eliminated in most cases.  None of the
alternatives can eliminate all concerns and problems
which livestock producers face, but they may reduce
some of them.  The concerns which were identified as
those which the three types of cooperatives could most
frequently address were (Table 1):

1. Low or inadequate profits from livestock pro-
duction;

2. Low or volatile livestock prices;
6. Inadequate buyer competition for livestock;

and
8. Failure of price signals to reach livestock pro-

ducers from buyers.

Concluding Remarks
Three broad types of alternative livestock market-

ing cooperatives were discussed in this report.  Each
could benefit livestock producers under certain circum-
stances, and each could fail under certain circum-
stances.  Researchers studied 61 relatively newly orga-
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nized cooperatives(Sexton and Iskow).  From that study,
guidelines were developed for emerging cooperatives.
The following draws heavily from the study.
• Analyze market conditions with a keen understand-

ing of what a cooperative can and cannot do.  What
is the problem or problems which a cooperative can
realistically reduce or resolve?  Identify clearly the
objectives of the cooperative.  Specify the realistic
benefits stemming from the cooperative.  This re-
quirement relates directly to Steps 1-4 discussed
earlier.

• Conduct a feasibility study questioning whether
sufficient membership, business volume, and eq-
uity capital can be obtained to realize the expected
benefits of forming a cooperative.  Develop a busi-
ness development plan for the entire venture.  What
are pros and cons for each alternative type of
marketing cooperative, given the objectives of the
new cooperative?  This requirement involves Steps
5-9 discussed earlier.

• Organize the cooperative to maximize membership
size.  To achieve this, be flexible regarding financial
commitments and voting procedure.  Organize the
cooperative in a manner which insures commit-
ment by members, i.e. livestock, capital, and time.
To accomplish this, use long-term member con-
tracts with stiff penalties for violations.

• Carefully estimate the cooperative’s business vol-
ume and plan capital facilities that will efficiently
handle that volume.  Consider remodelling existing
facilities and purchasing used equipment before
investing in new plant and equipment.

• Hire full-time professional management to operate
the cooperative whenever possible.  However, con-
sider part-time management if insufficient volume
is expected for a cost-effective full-time operation.
The above items are appropriate to developing

nearly any cooperative.  The first item is critical to
success.  Livestock producers interested in exploring
marketing cooperative alternatives must understand
what they can and cannot realistically accomplish.
Group marketing, whether or not formally organized as
a cooperative, is not automatically the solution to per-
ceived marketing problems.  In other instances, group
marketing may be a viable marketing alternative.

Reference
Sexton, Richard and Julie Iskow.  Factors Critical to the

Success or Failure of Emerging Agricultural Coop-
eratives.  University of California, Giannini Founda-
tion Information Series 88-3, June 1988.
.5



525.6

Oklahoma Cooperative Extension Service does not discriminate because of race, color, national origin, religion, sex, age, or handicap and is an equal opportunity employer.  Issued in furtherance
of Cooperative Extension work, acts of May 8 and June 30, 1914, in cooperation with the U.S. Department of Agriculture, Charles B. Browning, Director of Cooperative Extension Service, Oklahoma
State University, Stillwater, Oklahoma.  This publication is printed and issued by Oklahoma State University as authorized by the Dean of the Division of Agricultural Sciences and Natural Resources
and has been prepared and distributed at a cost of $396.00 for 4,075 copies.  #2442 0292  LCS.


